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shifted to the consumer will vary inversely as the elasticity!
of the demand and directly as the elasticity of the supply./
The elasticity of demand depends upon the extent to which'
the commodities in question are removed not only from the
category of complementary goods, but also from that of
absolute necessaries or of high-priced luxuries. The elas-
ticity of supply depends upon the extent to which differential
advantages affect the production, as well as upon the ratio of
product to cost. This ratio of product to cost, again, influ-
ences the shifting of the tax in opposite ways in cases of
monopoly and of competition respectively. It may be laid
down as a general law that when the demand is more elastic
than the supply, the consumer will bear a smaller part of
the tax than when the supply is more elastic than the
demand. Whether a tax will be shifted in its entirety, in
part, or not at all, depends on the article itself, on the degree
to which other articles may be substituted for it, on the size
of the margin of profit, and on the degree to which monopoly
enters into the nature of the industry on the product of
which the tax is laid. For the working out of this law in
practice, the reader is referred to the succeeding chapters,
of the present work. The effect of a bounty will naturally
be the reverse of a tax.

These statements, so far as we disregard the limiting or
opposing forces referred to in division I to 4 above,1 con-
tain the general law of shifting. We need still to discuss,
however, a few considerations, limiting the general law,
which are often of considerable practical influence in actual
life.

8.   Is the Tax imposed on Margin or on Surplus?

When we say that the price of a commodity under the law
of competition is fixed by the cost of production, we refer to
the cost of producing the most expensive portion of the
actual supply. This must not, however, be misunderstood.
As was already stated, the tendency of prices is to gravitate
i See pp. 181, 186 and 187.